
 

INDIAN JOURNAL OF LAW AND DEVELOPMENT 

ANALYSIS ON LIBERALIZATION OF LABOUR LAWS 

- Priyangi Mohi, 4th Year Student, Institute of Law, Nirma University. 

 

I. INTRODUCTION 

Relationship of labour with economics can be looked through two different angles which are 

inseparable. The first side is complementary as the employers and workers complement each 

other in the process of production and the second side is competitive where after the whole 

production process, employers and workers compete with each other for taking the benefits of 

the productions as they are limited.1  

The result of the process of competition is dependent on the bargaining power of the involved 

parties. The economic rationality behind the labour law is failure of market force as there is 

asymmetry in the force and in the bargaining power of employees and employers. 2 On the 

other hand, Labour law helps in regulating labour relationship by giving benefits and protection 

to the labour. It also provides right like collective bargain, right to unionize and also defines 

duties and rights of both the involved parties. It not only influences employment, wage and 

allocation of resource but also affect demand, welfare, investment, trade, etc.3 

It has already been accepted that there is a relationship between economy and labour law. The 

main aim of the research paper is to provide that essential labour laws shall not be relaxed for 

the promotion of economy. As the relationship can be looked into two ways and there might 

not always be the situation that labour laws have a negative impact on the economy. The article 

focuses on the realm that welfare is the ultimate goal that a country aims to reach and by 

removing protective laws from the most vulnerable part of the population will only lead to 

increase in power differences, gap of rich and poor, nonsatisfaction, poverty and lifestyle. 

The main research questions involved in the article are: 

1. Whether there is any relationship between economy and labour laws? 

2. Whether there is any effect of labour laws on economy?    

3. Whether there has been attacks on the labour laws for upgrading the economy? 

                                                
1 Juan Chacaltana, Economic Implications of labour and labour related laws- A quick review of the Latin 

Americam Experience (ILO, 2009). 
2 Labor, CORNELL LAW SCHOOL, https://www.law.cornell.edu/wex#labour_law:_an_overview. 
3 Supra note 1. 

https://www.law.cornell.edu/wex#labour_law:_an_overview
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4. Whether relaxation of certain labour laws are constitutional in nature? 

5. Whether steps taken by the government to relax law are doubtful in nature? 

 

II. OVERVIEW OF ECONOMIC EFFECTS OF LABOUR LEGISLATION 

Indian labour market has a unique characteristic, it has a dualistic nature where organized sector 

coexist with unorganized sector. Some of the regulation only apply to organized sector and 

some of these regulations leads to rigidities in labour market which constrains to the employers. 

There are basically three types of regulations, first are the stringent rules that exist for hiring 

and firing of workers, for closing down the workplace and for providing reasonable 

compensation in cases of retrenchment. Second types of laws deal with the use of casual or 

temporary labour force enforce permanent of contract after a period of time.  Third category of 

law relates with the minimum wage that lead to inflexibility in wage as the cost of hiring the 

laborers rises. 

One side of argument that are produced by the neo- liberals are that these above mentioned 

rules pressurize the employers unnecessarily which not only prevents the smaller firms to 

expand but also creates the dualistic set up where formal or organized sector remains limited 

with respect to the aggregate employment and the unorganized sector stays with low 

investment. And the lack of flexibility in the labour laws may affect economy of India.4  

Some of the main objectives behind such a liberalization by the government of several states 

are for reviving and building the industrial decline which happened in last two years, for 

attracting investment and encouraging industrial activities,5 for protecting the existing 

employment and for employing those workers who have migrated to their states, for increasing 

the revenues of the state.6 And for converting challenges available to distressed economy into 

opportunities and bringing transparency in the administrative domain.7 

                                                
4 Rashmi Banga, Impact of Liberalisation on Wages and Employment in Indian Manufacturing Industries 1-3 

(Ind. Council Res. Int. Eco. Rel., Working Paper 153,2005).  
5 Govindraj Ethiraj, By relaxing labour laws, are we competing with authoritarian markets like China?, 

SCROLL.IN (May 21, 2020 1:30 p.m.), https://scroll.in/article/962454/by-relaxing-labour-laws-are-we-

competing-with-authoritarian-markets-like-china. 
6 Labour Laws Diluted, DRISHTI (May 8, 2020), https://www.drishtiias.com/daily-updates/daily-news-

analysis/labour-laws-diluted. 
7 Relaxation in labour laws due to COVID-19 outbreak and their impacts, CIVILSDAILY (May 11, 2020), 

https://www.civilsdaily.com/news/relaxation-in-labour-laws-due-to-covid-19-outbreak-and-their-impacts/.  

https://scroll.in/article/962454/by-relaxing-labour-laws-are-we-competing-with-authoritarian-markets-like-china
https://scroll.in/article/962454/by-relaxing-labour-laws-are-we-competing-with-authoritarian-markets-like-china
https://www.civilsdaily.com/news/relaxation-in-labour-laws-due-to-covid-19-outbreak-and-their-impacts/
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Alternative view with respect to the labour markets are that they suffer from issues like 

incomplete contracting and asymmetric information. Labour laws operates as the beneficial 

constrains which not only mitigate the externalities, high cost of transaction but also enhance 

aggregate welfare and efficiency. For instance, when laws provide standards for the working 

time and payment scheme, it would protect the employees from any arbitrary actions or 

dismissal that would in return encourage the workers to invest specific skills and other 

complementary productive assets.  

Legislation granting collective employee representation can help in raising the morale and 

commitment of labours. Legislation providing minimum wage or protecting right to strike 

against any terms and conditions put forward by the employee may foster the demands for local 

goods and services which would lead to the growth of indigenous industries and cast 

smoothening effects to the economic cycle. Benefits of such legislation are human 

developmental functions, protection of the workers, enhancement of economic opportunity and 

fostering the voice of workmen at workplace at times of economic decision making.8 

Any legal intervention may both have positive and negative effects. But by only considering 

that the labour laws are necessarily harming economy is wrong The major issues with such 

relaxation is a violation of human right where an environment has been created for exploration 

which will not only strip the labour of their basic human rights but at the same time, their wages 

would be drowned down. There has always been a big gap between informal and formal wage 

rates and when the labour laws are removed then the employment would mainly shift to 

informal type and there would be no mechanism for grievance redressal that means no social 

security would be given to labours.it may even happen that economy will do exactly opposite 

of what is expected as the reduction in wages would reduce earning hence reduction in 

consumer demand.9 The labours have been denied human rights and there is a violation of 

fundamental rights by allowing the factories or other workplace to work without following any 

health or safety norms and allowing the companies to keep the laborers in service as per their 

need and convenience.10 

 

III. DEREGULATION OF LABOUR LAWS  

                                                
8 Supra note 1. 
9 Supra note 7. 
10 Supra note 6. 
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Since liberalization government has made their stance that economy is getting hampered by 

the labour laws which also include laws enshrined in the Industrial Disputes Act 1947.11 

Assault on laws by the government are designed in such a way that it would not impact entire 

workforce or would not bring any better conditions for Indian worker. The trade union was 

attacked with the view that the powers of the workers to organize into a political force is 

curtailed. Attack on trade union was deepened through judiciary actions and bureaucracy.  

National commission on labour had put forward a report in 2002 which stated that since major 

changes have taken place in regulation with respect to finances and industries after the 

accepting the idea of liberalization. The commission mentioned that the labour laws should 

also be revised in order to facilitate market access. The aim should be to stream line labour 

laws along with the economic policy that came in 1991. The recommendation given by the 

commission was mixed and majorly the power of trade union was attacked as the capitalists 

should have the right where they could retrench workers and close factories on their will which 

were not permitted in earlier labour laws.12 

The attack on the trade union has been done by mainly two major neoliberal economic 

arguments. According to the arguments, unemployment has not resulted from capitalism but 

from the labour laws and trade unions. The firms should be given more flexibility with their 

labour laws. The said position is known as labour market flexibility. The first argument that 

are presented states that if there are unions of laborers then can easily bargain up the wages 

which increases the labour turnover cost and directly increases the capital to move to machines 

which could save labour. Second argument provides for insider discourages outsider in having 

access to the jobs.13 

In the case of TK Rangrajan V. Government of Tamil Nadu & Others, right to strike was 

suppressed. The court mentioned that the laws related to it are well settled that there is no 

fundamental right to strike with the workers as strike has been used as a weapon which in many 

                                                
11NATIONAL COMMISSION FOR ENTERPRISES IN THE ORGANISED SECTOR, GOVERNMENT OF 

INDIA, REPORT ON CONDITIONS OF WORK AND PROMOTION OF LIVELIHOODS IN THE 

UNORGANIZED SECTOR, (2007)  
12 NATIONAL COMMISSION ON LABOUR. GOVERNMENT OF INDIA, REPORT OF THE NATIONAL 

COMMISSION OF LABOUR, (2002). 
13 ANAMITRA ROYCHOWDHURY, LABOUR LAW REFORMS IN INDIA: ALL IN THE NAME OF JOBS 

(2018). 
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circumstances have resulted into chaos and maladministration. The landmark case has also 

relaxed the laws that were made for the protection of the employees.14 

The Periodic Labour Force Survey (PLFS) was held by the government in 2019, it was found 

out that the work force in India shrank for the first time in past four decades. Largest loss was 

estimated in the sector of agriculture and vast bulk to lose their job were women. From 1991 

itself ruling class pursued for liberalization which meant that pivoting state’s interest from the 

socio-economic development of the working class both in rural and urban areas towards the 

pecuniary interest both at domestic and International level.15 Such policies not only attacked 

the rights of the workers but also on the rights of the trade union. Liberalization in labour laws 

has created an agrarian crisis and has brought up a precarious situations for workers.16 

Labour code on Industrial Relations Bill is underlined by unsound theory of flexibility in labour 

market which can be considered as the most crucial step taken by the government to end labour 

regulations and trade unions as the bill contains a core proposal to centralize the power of 

registry of trade unions with the state. The code further provides for the turn over power to the 

registrars appointed by government and the grounds under which the registration of trade 

unions can be cancelled have been expanded. Moreover, code also extended the hurdle for 

striking.17 

Relaxation in labour laws during pandemic has made the position for liberalization very strong, 

During the Covid-19 pandemic, many states of India have brought changes in the labour law 

through notifications and ordinance which contains the exemptions from following such labour 

laws. States like Uttar Pradesh and Madhya Pradesh cabinet approved the ordinance dealing 

with such issue. Further, Rajasthan, Gujarat, Haryana, Himachal Pradesh, Uttarakhand, Goa, 

Assam have notified regarding the relaxation of such laws. 

The step has been taken to boost our economy as it will give flexibility to employers and 

businesses. The labour laws enrich workers with the social security and it may now help in 

                                                
14 Ashish Goel, The curious case of right to strike under the Indian Constitution: a comparative perspective, NLIU 

L. REV. (2011). 
15 Pindiga Ambedkar & Vijay Prashad, India’s Liberalisation Project and the Future of Trade Unions, 32 TEMPO 

SOCIAL (2020). 
16 Utsa Patnaik, Agrarian crisis and global deflationism, 30 SOCIAL SCIENTIST 3, (2002).  
17 MINISTRY OF FINANCE, GOVERNMENT OF INDIA, ECONOMIC SURVEY 2018-19 (2019). 
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boosting the economy of our country but at the same time, it has raised concern regarding 

welfare and protection of the labour force in India. 18 

IV. IS RELAXATION OF LABOUR LAWS CONSTITUTIONAL? 

Relaxation in all the labour laws is grossly unconstitutional which means that the economic 

power that is exercised by the capital would remain unchecked and rights of labours will be 

violated. Dr. B.R Ambedkar once pointed out that the increase in working hours and removal 

of the minimum wage will be the outcome of such relaxation. Labour law has been a very 

important key in the struggle for independence and the Karachi Declaration and Bill of Rights 

1931 has mentioned about the rights of labour that are par with other civil rights and Preamble 

itself declares that the political freedom will also include economic freedom for all.  

The restriction on relaxing some of essential labour laws have found its way from the 

Constitution in form of Directive Principle of state policy and some in form of fundamental 

rights in which the most prominent is Article 23 of Indian constitution19 which talks about the 

right against forced labour. Forced labour in the context signifies compulsion that is exerted 

not by physical form but by economic or social character and such compulsion are exerted 

because of differences in power which have been created through such relaxation.20 

In the case of PUDR vs. Union of India, Supreme Court stated that under Article 23 of the 

constitution which consists of right against forced labour includes the right of the minimum 

wage as many times the labours have no choice left but to accept any sort of work which has 

remuneration lesser then the minimum wage as labours lack choices which compels them to 

work without rights is no less than forced labour was noted by the court. The court went on 

noting that the market economy is balanced through a set of laws and the legal structure ensures 

that that labour and capital do not face like equals at the mythical bargaining table. Labour laws 

that have aroused after a long battle has the main purpose of balancing the power.21 

Some of the fundamental rights that act as a limitation on the competency of the legislature are 

Article 1422 where a state shall not deny to any person equality and equal protection before the 

                                                
18 Ashima Obhan & Bambi Bhalla, Suspension of Labour Laws amidst Covid – 19, OBHAN & ASSOCIATES, 

https://www.obhanandassociates.com/blog/suspension-of-labour-laws-amidst-covid-
19/?utm_source=Mondaq&utm_medium=syndication&utm_campaign=LinkedIn-integration. 

 
19 INDIA CONST. art..23. 
20Gautam Bhatia, Equal Freedom and Forced Labour, THE HINDU (May 12, 2020 00:02 IST), 

https://www.thehindu.com/opinion/lead/equal-freedom-and-forced-labour/article31560930.ece. 
21 People's Union for Democratic Rights & Ors.  vs Union of India & Ors., 1982 AIR 1473 (1982). 
22 INDIA CONST. art.14. 

https://www.obhanandassociates.com/blog/suspension-of-labour-laws-amidst-covid-19/?utm_source=Mondaq&utm_medium=syndication&utm_campaign=LinkedIn-integration
https://www.obhanandassociates.com/blog/suspension-of-labour-laws-amidst-covid-19/?utm_source=Mondaq&utm_medium=syndication&utm_campaign=LinkedIn-integration
https://www.thehindu.com/opinion/lead/equal-freedom-and-forced-labour/article31560930.ece
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law but it is violated when both capital and labour are not protected in the same manner. 

Furthermore, it has been decided by the Supreme Court in the case of Occupational Health 

and Safety Association of India v. Union of India that right to health of workmen is a 

Fundamental Right would come under right to life (i.e. Article 21).23 However, this was 

neglected by an ordinance passed by the UP government as it suspended health-related 

provisions related to hazardous processes from the Factories Act. Due to the relaxation, most 

of the fundamental rights have been violated.24 Therefore, relaxations in certain labour laws of 

states are unconstitutional.   

Moreover, India is a founding member of ILO and a permanent member since 1922. India has 

also ratified forty-seven conventions. India’s Central and state government have tried to fit the 

make in India policy and in doing so they have relaxed the labour laws and have made the 

workers vulnerable which is contrary to International Labour standards. As ILO obliges its 

members to give full effect to its’s laws without any reservation, the members have to respect 

and apply the principles of effective recognition, collective bargaining, freedom of association. 

These rights arises from the constitution itself and India being a member has to follow such 

principles.25 

V. A DOUBTFUL STEP TAKEN BY THE GOVERNMENT TO IMPROVE ECONOMY 

Dr. B.R Ambedkar, once pointed out that increase in working hours and removal of the 

minimum wage will be the outcome of such relaxation. It was a very doubtful step taken by 

government to relax laws at time of such health emergency  

Many of the empirical piece of evidence does not support that rigid regulations and labour laws 

are drivers of the informality existing in the labour force, even International labour organization 

have stated in its report on Decent work and informal economy that such regulations for labours 

are one of many determinants of the informal workforce. Some determinants like advances in 

communication and information, change in the pattern of production, global competition is 

much more responsible than the regulations.26The working group of an expert of the 

                                                
23 Occupational Health and Safety Association of India vs Union of India, (2014) 3 SCC 547. 
24Constitutional Framework And Industrial Relations, Labour Law And Labour Relations, 
http://14.139.60.114:8080/jspui/bitstream/123456789/15515/7/Constitutional%20Frammework%20and%20Indu

strial%20Relations%20%2831-100%29.pdf  
25 Labour Law deregulation in India: A threat to the application of international labour standards and workers’ 

rights, INTERNATIONAL TRADE UNION CONFEDERATION, https://www.ituc-

csi.org/IMG/pdf/labour_law_deregulation_in_india-en.pdf. 
26 INTERNATIONAL LABOUR CONFERENCE, DECENT WORK AND THE INFORMAL ECONOMY 

(2002). 

http://14.139.60.114:8080/jspui/bitstream/123456789/15515/7/Constitutional%20Frammework%20and%20Industrial%20Relations%20%2831-100%29.pdf
http://14.139.60.114:8080/jspui/bitstream/123456789/15515/7/Constitutional%20Frammework%20and%20Industrial%20Relations%20%2831-100%29.pdf
https://www.ituc-csi.org/IMG/pdf/labour_law_deregulation_in_india-en.pdf
https://www.ituc-csi.org/IMG/pdf/labour_law_deregulation_in_india-en.pdf
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communication on legal empowerment of poor which is set up by U.N development 

programme have strong evidence to show that there is a casual relationship existing between 

rigid labour laws, regulatory mechanism and informality.27  

It is evident from many studies that amendment or any such relaxation in labour laws neither 

succeeded in boosting Industrialization or job creation nor in attracting big 

investments.28Moreover, studies of regression mechanism shows that flexibility in the labour 

market does not have any effect on employment growth. There is a need where the more 

realistic potential impacts of the labour laws are considered for making such a political decision 

making especially in times of public health crisis.29  

Relaxing labour laws is not going to help the industry in a long run. Big firms will have upper 

hand if the labour laws are relaxed but in a long term weak labour laws would create workplace 

where the labour will not owe any allegiance to the organization and any extreme dilution in 

the law will make the organizations invest more in enforcement and monitoring in order to 

obtain productivity from employment that has turned precarious.30 

Relaxation of labour laws leads to Anarchy which is not good for the economy as well. 

Economy will also be hampered if informality increases. As workers will only give his best 

outcome when he feels secured and has a working environment, when all the protective 

mechanism is removed, labours will not be able to contribute in the economy with the same 

enthusiasm or in the similar fashion like before which will also affect the economic growth. 

VI. CONCLUSION  

Any legal intervention may both have positive and negative effects. But to posit that the labour 

laws are necessarily harming economy is wrong and unjustified as the statement is just focusing 

on one set of effects as when the labour legislation are absent skills, competencies of labour 

decreases and increases expropriation by investors.31 The labour laws should not be relaxed 

                                                
27COMMISSION ON LEGAL EMPOWERNMENT OF THE POOR & UNITED NATIONS DEVELOPMENT 

PROGRAMME, MAKING THE LAW WORK FOR EVERYONE (2008). 
28 Saurabh Bhattacharjee, The need for labour reforms must not be conflated with complete degradation, 

SCROLL.IN (May 11, 2020 9:42 a.m.), https://scroll.in/article/961555/the-need-for-labour-reforms-must-not-be-

conflated-with-complete-deregulation. 
29 Saurabh Bhattacharjee, Reckless waiver of labour laws will be counter- productive for the Indian economy, 
QUARTZ INDIA (May 13, 2020), https://qz.com/india/1855914/waiver-of-labour-laws-wont-revive-covid-19-

hit-indian-economy/. 
30 Bhasker Tripathi, Relaxing labour laws can’t help industry in the long run, formalizing the economy can, IS. 

INDIA SPEND (May 12, 2020) https://www.indiaspend.com/relaxing-labour-laws-cant-help-industry-in-the-

long-run-formalising-the-economy-can/ 
31 Simon Deakin & Prabirijit Sarkar, Indian Labour Law and its Impact on Unemployment, 1970-2006: A 

Leximetric Study (Centre Bus. Res, Uni Cam,  Working Paper No. 428, 2011),  

https://scroll.in/article/961555/the-need-for-labour-reforms-must-not-be-conflated-with-complete-deregulation
https://scroll.in/article/961555/the-need-for-labour-reforms-must-not-be-conflated-with-complete-deregulation
https://qz.com/india/1855914/waiver-of-labour-laws-wont-revive-covid-19-hit-indian-economy/
https://qz.com/india/1855914/waiver-of-labour-laws-wont-revive-covid-19-hit-indian-economy/
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after a limit as it would increase the power gap between employer and employee and strip off 

the basic human rights available with the labours. As the situation is worse in India. As it was 

already facing unemployment issues and after Coronavirus pandemic the condition of India has 

become worse. Moreover, it can be inferred that flexibility in the labour market does not have 

major effects on employment growth or on economy and potential impacts of the labour laws. 

The main goal is welfare of people and by adopting such liberalization the people are not 

protected, their basic rights are infringed and the importance of such laws should be considered 

for making any political decision especially in times of public health crisis.  

 

 


